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The doctrine of the wage-fund is in substance as follows. 
There is, for any country, at any time, a sum of wealth set 
apart for the payment of wages. This fund is a portion of the 
aggregate capital of the country, and its extent is determined 
by the amount and character of that aggregate capital. The 
ratio between the aggregate capital and the portion devoted to 
the payment of wages is not necessarily always the same. It 
may vary, from time to time, with the conditions of industry 
and the habits of the people ; but at any given time the amount 
of the wage-fund, under the conditions existing, is determined 
in the amount of the aggregate capital. 
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The wage-fund, therefore, may be greater or less at another 
time ; but, at the time taken, it is always definite. What it 
will be is contingent on the use yet to be made of present 
wealth ; but what it is in the present was determined by the 
use made of wealth in the past, and there is nothing about it 
that is contingent. The amount of it cannot be increased by 
force of law or of public opinion, or through sympathy and 
compassion on the part of employers, or as the result of appeals 
or efforts on the part of the working classes. 

The sum so destined to the payment of wages is distributed 
by competition among all the applicants for employment. If 
one obtains more, another must, for that reason, receive less. 
Laborers are paid out of this sum, and out of this alone. The 
whole of that sum is distributed without loss ; and the average 
amount received by each laborer is, therefore, precisely deter- 
mined by the ratio existing between the wage-fund and the 
number of laborers, or, as some writers have preferred to call 
it, between capital and population. 

The wage-fund having at any given time been determined 
for that time, the rate of wages will be according to the num- 
ber of persons then applying for employment. If they be 
more, wages will be low ; if they be fewer, wages will be 
high. 

The literature of the wage-fund has never, so far as we are 
aware, been reviewed. As the doctrine involved has been held 
by writers of high authority to be conclusive of the whole ques- 
tion of wages, and to deprive such agencies as strikes and trade- 
unions of even a standing in the court of political economy, it 
cannot but be instructive to draw together the statements of 
it contained in a few well-known works in systematic political 
economy, and in the special departments of labor and wages. 
Especially at the present time, when there is much contro- 
versy as to the real substance of the wage-fund theory, and 
when a disposition is manifested by many to cling to the 
phrase while abandoning the definitions and assumptions with 
which it is associated in the existing body of economical litera- 
ture, is it desirable to fix with all possible precision the scope 
and significance of this doctrine respecting the wages of labor. 
We therefore present statements taken from the writings of 
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eight political economists, beginning with Mr. James Mill. 
The last three writers quoted are American. 

" It thus appears that if population increases without any increase 
of capital, wages fall ; and that if capital increases without an increase 
of population, wages rise. It is evident, also, that if both increase, 
but one faster than the other, the effect will be the same as if the 
one had not increased at all, and the other had made an increase 
equal to the difference." — James Mill, Pol. Econ., p. 43. 

" The amount of subsistence falling to each laborer, or the rate of 
wages, must depend on the proportion which the whole capital bears 
to the whole laboring population. If the amount of capital were 
increased, without a corresponding increase taking place in the 
population, each individual would get a larger share, or the rate of 
wages would be augmented. And if, on the other hand, population 
were increased faster than capital, a less share would be apportioned 
to each individual, or the rate of wages would be reduced." — J. R. 
McCulloch, Pol. Econ., p. 379. 

" Since, therefore, the rate of wages which results from competition 
distributes the whole wages-fund among the whole laboring population, 
if law or opinion succeeds in fixing wages above this rate, some labor- 
ers are kept out of employment." — J. S. Mill, Pol. Econ., I. p. 432. 

" If wages are higher at one time or place than at another, if the 
subsistence and comfort of the class of hired laborers are more ample, 
it is and can be for no other reason than because capital bears a 
greater proportion to population." — lb., p. 415. 

We add, also, the statement of this doctrine which Mr. Mill 
made for himself and his fellow-economists in the Fortnightly 
Review of May, 1869 : — 

" The demand for labor consists of the whole circulating capital of 
the country, including what is paid in wages for unproductive labor. 
The supply is the whole laboring population. If the supply is in 
excess of what the capital can at present employ, wages must fall. 
If the laborers are all employed, and there is a surplus of capital still 
unused, wages will rise. This series of deductions is generally re- 
ceived as incontrovertible. They are found, I presume, in every sys- 
tematic treatise on political economy, my own certainly included. 

" The theory rests on what may be called the doctrine of the wages- 
fund. There is supposed to be, at any given instant, a sum of 
wealth which is unconditionally devoted to the payment of wages of 
labor. This sum is not regarded as unalterable, for it is augmented 
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by saving, and increases with the progress of wealth ; but it is rea- 
soned upon as at any given moment a predetermined amount. More 
than that amount it is assumed that the wages-receiving class cannot 
possibly divide among them ; that amount, and no less, they cannot 
but obtain. So that the sum to be divided being fixed, the wages of 
each depend solely on the divisor, the number of participants. 

" The circulating capital of a country is its wage-fund. Hence if 
we desire to calculate the average money-wages received by each 
laborer, we have simply to divide the amount of this capital by the 
number of the laboring population."- — H. Fawcett, Economic Posi- 
tion of the British Laborer, p. 120. 

" Hence the amount of the funds applicable to the payment of 
wages, on which the rate of wages has been seen to depend, is itself 
a certain proportion of the entire active capital of the nation." — 
C. Morrison, Labor and Capital, p. 19. 

" The chief, if not the only, cause of error that would exist in esti- 
mating wages to be in the ratio of capital to population, is that 
which arises out of governmental interferences ; and if two countries 
equally free from them, but differing in capital, could be found, wages 
would be found to differ in the same ratio." — H. C. Carey, Essay on 
Wages, p. 35. 

" The rate of wages is dependent on the relation which the capital 
of a country bears to the numbers of the people. So long as this 
relation continues the same, wages will remain unaltered. If the 
population remains stationary, wages will rise or fall according as 

capital increases or decreases If, on the other hand, we 

suppose the amount of capital not to alter, the number of people will 
determine the rate of wages : in fact, the very same amount of 
wages will have to be divided among a greater number of people." — 
H. Vethake, Pol. Econ., p. 100. 

Professor Vethake states in this immediate connection that 
the portion of the capital of a country which consists of wages 
is proportional to the whole amount of that capital. 

" That which pays for labor in every country is a certain portion 
of actually accumulated capital, which cannot be increased by the 
proposed action of government, nor by the influence of public opin- 
ion, nor by combinations among the workmen themselves. There 
is also in every country a certain number of laborers, and this num- 
ber cannot be diminished by the proposed action of government, nor 
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by public opinion, nor by combinations among themselves. There is 
to be a division now among all these laborers of the portion of capi- 
tal actually there present." ■ — A. L. Perry, Pol. Econ., p. 122. 

In one particular we would ask that the most careful atten- 
tion be given to the phraseology employed in these statements. 
Of late, since the wage-fund theory has been assailed, it has 
become quite common to offer the explanation that the term 
is used merely to express the sum of wages which is actually 
paid. Examination of these -extracts will show, however, that 
the wage-fund has been put forward in no such sense. It is as 
expressing the sum, not merely of the wages that are paid, but 
of the wages that can be paid, that the term is used by each 
author in turn from whom we have quoted. Higher wages can- 
not be paid because the wage-fund is not greater than it is ; the 
wage-fund is not greater because capital is. not greater. 

Nor is it more in such formal statements of the doctrine, 
than in its application by the same writers to the complaints of 
the working classes, and to their efforts to redress their griev- 
ances, that we find the unmistakable intention of the wage- 
fund theory. Thus Professor Perry writes : — 

" There is no use in arguing against any one of the four funda- 
mental rules of arithmetic. The question of wages is a question of 
division. It is complained that the quotient is too small. Well, then, 
how many ways are there to make a quotient larger? Two ways. 
Enlarge your dividend, the divisor remaining the same, and the quo- 
tient will be larger ; lessen your divisor, the dividend remaining the 
same, and the quotient will be larger." (p. 123.) 

With equal force is the doctrine of the wage-fund made to 
bear against the utility of strikes. The line of reasoning is too 
familiar to require any citations. Strikes cannot increase the 
wage-fund ; they do not diminish the number of applicants for 
employment ; therefore, strikes cannot raise wages. Surely 
this and every similar appeal to the wage-fund as an ultimate 
fact is inconsistent with the explanation now offered, that the 
wage-fund is the sum of wages actually paid, not of wages pos- 
sibly to be paid. 

The natural history of this doctrine is not obscure. The 
first suggestion of it is found in the need, wellnigh univer- 
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sal, which laborers have to be subsisted out of a store represent- 
ing the results of past labor. It is only in a few industries, 
mainly of the class termed " extractive," and in these only 
when pursued under conditions peculiarly favorable, that the 
laborer can eat of the product of his labor for the day. The 
fisherman, indeed, or the hunter, may live from hand to mouth, 
catching and killing as he eats, though always at the imminent 
risk of privation and even of starvation. But the tiller of the 
soil must abide in faith of a harvest, through months of plough- 
ing, sowing, and cultivating ; and his industry is only possible 
as food has been stored up from the crop of the previous year. 
The mechanical laborer is still further removed from the frui- 
tion of his labor. Not only will it not furnish him food until 
it issues in a completed state, days, weeks, or months it may 
be in the future, but it must even then be exchanged against 
the product of the agricultural laborer, perhaps yet unharvest- 
ed, before it can yield subsistence to himself. So that almost 
universally, it may be said, the laborer as he works is fed out 
of a store gathered by previous labor and saved by the self- 
denial of the possessor. The extent of this provision, thus made 
the primary condition of industry, may be rudely measured by 
the interval between harvests, whether these occur yearly or half- 
yearly. Nor is the provision for the year's or the half-year's 
subsistence one which is made without great sacrifice, even in 
the most advanced stages of industry. Vast and varied as is 
the accumulated wealth of the most highly civilized communi- 
ties, the store of food which must be kept on hand to meet the 
necessities of the year's subsistence (we say the year's sub- 
sistence, for no nation enjoying two harvests in the year has 
attained great wealth) constitutes no insignificant part of the 
aggregate value ; while among nations which comprise, prob- 
ably, two thirds of the human race, so severe is the struggle 
with nature, so hard are the conditions of life, so many its 
enemies, that, after all the painful accumulations of centuries, 
spring remains as it was in the days of Alkman, " the season 
of short fare," when the progress of the growing crop is eagerly 
watched, not with eyes greedy of gain, but with eyes hollow 
from hunger. 

Such being the nearly universal necessity of a store of food 
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as. the condition of productive labor, we should not expect to 
find the earliest writers in political economy pass it by without 
notice. Nor did they. Adam Smith, in treating of wages, 
makes much account of " the funds for the maintenance of 
labor " ; and Mr. Malthus, although his principal concern was 
with the permanent relation between food and population, gives 
even greater prominence than Smith to the laborer's need of 
provisional maintenance during the interval between the ren- 
dering of the service and the realizing of the product.* 

But the subsistence-fund thus in contemplation of the econo- 
mist has not yet become the wage-fund. There is nothing in 
the need the laborer has of provisional maintenance which 
defeats his claim to a payment, over and above the mere cost 
of his subsistence, out of the product when completed. It 
may be that poor Piers must depend daily, pending harvest, 
upon the Squire for bread out of the crop of the last year ; but 
that constitutes no reason why Piers should not receive some 
sheaves, at harvest, as his own. Much less does the necessity 
which presses so heavily upon Jacques to save enough, out of 
his own scanty crop, grown on his ancestral acres, to carry 
himself and wife and little ones through the long twelve 
months before another harvest, preclude him from reaping all 
the advantage if that next crop prove more than usually abun- 
dant, — sufficient, perhaps, for fifteen months ; in which happy 
event Jacques will become a man of means ; and with three 
months' provision in hand, may increase his live stock, or live 
more freely for the year ; or, by hoarding up the supply, insure 
himself against a future scarcity. And if better methods of 
agriculture or more effective tools come at any time into use, 
raising permanently the productive capacity of his land, the 
gain shall all go to Jacques, unless, indeed, government find 

* The following is Mr. Malthus's most precise statement of the relations of capi- 
tal to wages : — 

"It has been generally considered that the demand for labor is proportioned only 
to the circulating, not the fixed capital of a country. But in reality the demand for 
labor is not proportioned to the increase of capital in any shape ; nor even, as I once 
thought, to the increase of the exchangeable value of the whole annual product. It 
is proportioned only to the rate of increase in the quantity and value of those funds 
which are actually employed in the maintenance of labor." — Political Economy 
(ed. 1836), p. 234. 
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ways to rob him of a part. Thus we see the subsistence-fund 
has not yet become the wage-fund. 

But if we come to contemplate a state of society where sub- 
stantially the whole body of persons performing manual labor 
are shut out from the ownership or occupancy of land, and thus 
obliged to seek employment at the hands of others, on terms 
fixed beforehand ; and if we find that here the aggregate of 
wages actually received, whether in money or in kind, by the 
body of laborers, during the year, is not, in fact, more than 
sufficient for the subsistence of themselves and their families, 
in health and strength to labor and to keep their numbers 
good, and perhaps not so much as this without some little help 
in the way of coals from the Squire, at Christmas, and of 
bounties from the great house in case of sickness ; and if we 
further note that, in such a relation between annual earnings 
and annual expenses, confirmed, were that necessary, by sug- 
gestions of intemperance and improvidence, ministered through 
the payment of a portion of wages in beer and cider, — accumu- 
lation by the laborers becomes a thing not to be thought of, 
and thus a yearly, monthly, and even weekly dependence on 
employers is established, we shall then have conditions under 
which the subsistence-fund will pass naturally into the wage- 
fund, and become identified with it. If laborers do, in fact, 
receive no more than their subsistence (including that of their 
families, as essential to keeping up the numbers of their class), 
and if that subsistence is, in their own poverty, all provided 
by employers out of accumulations from a previous harvest, 
why should it not be said that wages are paid wholly out of 
capital ? 

All these conditions notoriously existed in England during 
the period in which the conception of " the funds for the 
maintenance of labor " took more precise shape in the theory 
of a wage-fund. Each step of the progress to this result, in 
doctrine, is shown with such charming naivete" in the following 
paragraph of Professor Fawcett's " Manual of Political Econ- 
omy," that we cannot forbear to give it : — 

"A very little consideration will render it evident that laborers 
whilst engaged in any particular industry cannot live upon the com- 
modity which their labor is assisting to produce. The ploughman 
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who tills the soil from which in the following autumn the harvest 
will be gathered is fed with the wealth which his master has saved ; 
or, in other words, the master pays his laborer's wages from the 
wealth which he has previously saved." (p. 19.) 

Here we find asserted the necessity of the laborer for pro- 
visional maintenance while the crop is growing; his entire 
dependence upon his employer for that maintenance ; and the 
natural equivalency of subsistence and wages. 

Having so much, what lack we-yet of the whole doctrine of 
the wage-fund ? One thing only, and that was supplied, in 
the fulness of time, through the application of Malthusianism 
to the situation reached.* Malthus had demonstrated, gener- 
ally, that there is " a constant tendency in all animal life to 
increase beyond the nourishment prepared for it," and, specifi- 
cally, that " population tends to increase faster than subsist- 
ence." This principle, when apprehended in all its bearings, 
manifestly involved a modification of the assumption of the 
natural equivalency of subsistence and wages. Wages could 
be no more than subsistence ; but would they always be that ? 
We have seen that wages are paid only out of capital ; may 
not an undue increase of the laboring class exceed the ability 
of capital to furnish subsistence ? Capital cannot feed laborers 
simply because they need subsistence. It cannot feed laborers 
beyond the amount of its own resources, nor even up to that 
amount. It can feed no more laborers than it can find tools 
for to work with, or material for to work upon. There must 
also be reserved a portion for buildings and ships and roads, 
by which to carry on the operations of industry ; and the 
descendants of Adam are as strictly forbidden to consume the 
portion so reserved as was their great ancestor to taste the 

# Professor Bowen has noticed the vital relation of Malthusianism to the wage- 
fund theory. (Political Economy, p. 173.) Yet Professor Perry, who maintains 
that theory, rejects Malthusianism. He declares " that the restraints on popula- 
tion, which economists have been at such pains to commend, are as likely to 
keep capitalists out of the world as laborers, which would be a disadvantage to the 
latter ; that every human being is as much constituted by nature to receive services 
as to render them." (Political Economy, p. 126.) And, in the same connection, 
says, " What I affirm is, that, under freedom to receive and render services, to 
which freedom all men have a natural right, and under intelligence and morality, 
which all men are bound to possess, this matter of population will perfectly regu- 
late itself." (p. 127.) 
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fruit of the tree that grew in the centre of the garden. If 
labor eats hereof, it will surely, though it may be slowly, die. 

Hence we come, naturally enough, to the conception of 
capital as parting into shares, or as forming distinct funds, each 
destined to supply one of the three essential elements of pro- 
duction, fixed capital, raw material, and labor.* The amount 
required for maintaining each of these may vary relatively, 
from time to time, as the habits of life and the conditions of 
industry change ; but for any given period, both capital in the 
aggregate, and the share of it going to each of these services, 
will be determined, irrespective of the preferences or necessi- 
ties of employers or employed. And the wage-fund being thus 
determined as to amount, the share coming to each laborer is 
fixed in the number of laborers. If more, each will have less. 
If fewer, each will have more. Such we believe to have been 
the genesis of the wage-fund theory. 

Its literary history corresponds to its natural history as 
closely as is likely to be the case in the development of any 
doctrine.f What with the celerity with which some writers 



* " Fixed capital, raw material, and wages-fund form the three constituents 
of capital, and the problem to be solved is, What are the causes which, in a given 
field of industry, determine the proportion in which these three constituents com- 
bine? " — J. B. Cairnes, Some Leading Principles of Pol. Ec'on., p. 199. 

t This is true only of the wage-fund in England. The spread of this doctrine 
in the United States is not to be explained in the same way. It would seem to 
have been accepted, so far as it has been accepted, upon the authority of the Eng- 
lish economists. Certainly the conditions which have been noted as prevailing in 
England during the period when the laborer's subsistence came to b'e identified 
•with his wages have at no time been known in the United States. Here the people 
have not been shut out from the land ; the laboring classes have been able to make 
and have made vast accumulations, and the great bulk of wages have, since the 
first settlement of the country, been paid, not out of capital, but out of the com- 
pleted product, when harvested or marketed. 

The wage-fund seems to have been considered, we know not why, a pillar in the 
temple of free-trade. Certainly the line drawn in the United States between those 
who have accepted it and those who have combated it, or let it severely alone, 
appears to intimate a general sense of some such relation between the doc- 
trines. We find no trace of it among the writers known as protectionists. Profes- 
sor Bowen distinctly rejects it ; Messrs. Daniel Raymond and Peshine Smith omit 
all allusion to it, so far as we have observed. Mr. Carey, it is true, gave it counte- 
nance in his " Essay on Wages"; but then, Mr. Carey was a free-trader in 1835. 
On the other hand, Professors Vethake, Bascom, and Perry, who take strong 
ground against governmental interference with the methods and courses of indus- 
try, all strongly pronounce the wage-fund theory. 

Dr. Wayland, whose treatise in Political Economy, though published in 1837, 
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rush to conclusions, not pausing to mark the stages of their 
progress, and the reluctance with which others abandon a 
logical resting-place where they have once found themselves at 
home ; what with the persistence with which some harness the 
horse to the wrong end of the cart, and the disturbances intro- 
duced by others into proportion and perspective by undue 
emphasis laid upon favorite phases of truth, — it is rarely pos- 
sible to collate progressive statements of doctrine without en- 
countering anachronistic difficulties of a most embarrassing 
nature. Yet we are confident we could show by a copious cita- 
tion of authorities, from Adam Smith downwards, that the 
literary development of the wage-fund theory has in general 
followed the course we have indicated. 

Such a citation and comparison of authorities would, how- 
ever, be necessarily very burdensome, and the results could 
have little more than curious interest. We propose, instead 
of tracing in economical literature the rise of this theory, to 
refer to its literary history only since the time when, after 
dominating in the department of labor and wages for a whole 
human generation, it was rudely assailed by a writer scarcely 
known to the Reviews, to be surrendered three years later by 
its foremost living advocate. 

In 1866 Mr. Francis D. Longe, a London barrister, who 
had appeared previously as the author of an essay on strikes 
(London, 1860), published a pamphlet entitled "A Refuta- 
tion of the Wage-Fund Theory of Modern Political Economy, 
as enunciated by Mr. Mill, M. P., and Mr. Fawcett, M. P." 
Mr. Longe's pamphlet received slight attention at the time ; 
indeed, as the London Quarterly Review subsequently said, 
(July, 1871), it received literally none at all. We find no 
notice taken of it in any of the Reviews until three or four 
years later, when it became the theme of lively controversy. 
Previously, namely, in 1869, this pamphlet had been reissued, 

would appear (see Preface) to have been mainly composed prior to the emergence 
in distinct form of the wage-fund theory, followed Malthus in his statement of the 
law of wages. ( Wayland's Pol. Econ., p. 312.) Excepting Dr. Wayland, Mr. Amasa 
Walker is the only American writer on systematic political economy, of the free- 
trade school, whom we remember as giving no countenance to the wage-fund theory. 
It can scarcely need to be said that we regard the idea of an essential connection 
between the two doctrines as wholly mistaken. Free-trade rose without this theory 
of wages, and will surely not fall with it. 



1875.] The Wage-Fund Theory. 95 

but of so little account was it then in the world of books, 
that we have been able to learn of but two copies as owned 
in the United States. The publication of Mr. Longe's treatise 
is, however, of capital importance in the history of the wage- 
fund, and his positions require, therefore, to be stated with 
some fulness. These were, — 

First. That the capital applicable, within any period, to 
the payment of wages, does not form a definite fund distinct 
from the general body of wealth. 

Second. That the laboring population " does not constitute 
a supply of labor, or body of laborers," among whom the 
aggregate wage-fund, if such existed, could be distributed by 
competition. 

Third. That, if such a wage-fund existed, and if the 
laborers of the country could be regarded as a body of " gen- 
eral" laborers capable of competing with each other, compe- 
tition would not necessarily distribute the whole of that fund 
among those laborers. 

We shall take up these propositions in inverse order. As- 
suming, says Mr. Longe, that there is a distinct fund for the 
payment of wages and a body of laborers competing therefor, 
the wage-fund doctrine declares that the whole of this fund 
will be distributed by this competition.* " In other words, 
the employers would overbid each other until the whole wage- 
fund was spent, and thus give the utmost possible amount of 

* Mr. Longe, in clearing the ground for his discussion of competition, exposes 
Mr. Mill in a grave inconsistency. Mr. Mill, treating of competition as a general 
force, had declared it to be incorrect to speak of a ratio between demand and 
supply, as these are not of the same kind. The ratio, he insists, exists between the 
supply and the quantity demanded. Yet, when speaking with respect to labor, the 
same writer says : " Wages thus depend on the supply and demand of labor, or, 
as it is often expressed, upon the proportion between population and capital." 
Now, as "population" serves here to express the supply of labor, "capital" is 
put to represent the demand for it. But capital does not mean the quantity of 
labor demanded, but the "general purchasing power" (Cairnes) which is offered 
in exchange for labor. 

Professor Fawcett, who had followed Mr. Mill's lead in the definition of compe- 
tition, falls into the same inconsistency in treating of the demand and supply of 
labor. 

Professor Cairnes has shown very conclusively (Pol. Econ., pp. 21 - 25) that Mr. 
Mill's supposed identification of "demand" with "quantity demanded" is merely 
a confusion of things distinct. 
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wages to the laborers ; and the laborers would undersell each 
other so far only as would enable the whole supply of labor 
to be bought, i. e. the whole laboring population to be em- 
ployed." (p. 21.) On the contrary, rejoins Mr. Longe, were 
the employers of labor possessed of a sum which they were 
prepared to give for a definite amount of labor, rather than 
not get it, they would not, if they could obtain that labor for 
less than that sum, necessarily expend on labor the difference 
so saved, (p. 26.) 

Under his second proposition, Mr. Longe asserts the practi- 
cal non-competition, not only of great industrial groups, such 
as Professor Cairnes has recognized (Pol. Econ., pp. 72, 73), 
but of the several bodies of workmen in the several trades 
and occupations, skilled and unskilled alike. " How could the 
shoemakers compete with the tailors, or the blacksmiths with 
the glass-blowers ? Or how should the capital which a master- 
shoemaker saved by reducing the wages of his journeymen 
get into the hands of the master-tailor ? " * (p. 55.) 

Against the assumption that there is at any time a defi- 
nite amount of capital destined to the payment of wages, "just 
as money subscribed to some charity is destined for the objects 

* Professor Cairnes deals very severely with Mr. Longe in one point, where we 
apprehend he has himself wholly mistaken the subject of his criticism. Mr. Longe 
says, in effect, there can be a general or average rate of wages no more than 
there can be a general or average price of commodities. To this Professor Cairnes 
rejoins with some reflections on Mr. Longe's " conceptive power," that a general 
or average price of commodities is a familiar conception. "A rise or fall in the 
value of money is only another name for a fall or rise of general or average 
prices." (Pol. Econ., p. 180.) Professor Cairnes refers to average prices in com- 
parison of different periods. Mr. Longe, as we understand him, refers to an 
assumed average price of all commodities at the same time, expressed in some unit of 
quantity. (Refutation, etc., p. 19.) 

For example, Mr. Longe might say that it would be absurd to speak of the 
average price of all the commodities existing in England at the present time as 
so much per bushel or per pound, including in the same measure pearls and 
barleycorns, silks and cottons, raw materials and finished goods, vegetable and 
animal products. In the same way would he argue, it is absurd to speak of an 
average rate of wages, when a solicitor receives fifty guineas a day, a draughtsman 
two, a collier ten shillings, a cotton-spinner five, a needle-woman eighteen pence, 
and a bootblack perhaps only six. 

Mr. Longe's objection may be a foolish one, but Professor Cairnes has failed to 
meet it, and has most lost his customary serenity in argument, at the point where 
he has most signally missed his opponent's meaning. 
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of such charity," Mr. Longe (pp. 37 - 43) urges the consid- 
eration that no employer is conscious that he so determines 
to expend a definite sum in labor, whatever the price of that 
labor may be ; and that if such a purpose were at any time 
formed, it would ever remain liable to be broken by mere 
change of mood, or through fear of commercial misadventure, 
or under the superior attractions of other, perhaps foreign 
investments, or from the seductions of luxurious expenditure. 

But by far the most significant passages of Mr. Longe's 
treatise are the following : — 

" The amount of money or wealth which a farmer can afford to 
advance for the maintenance of laborers, without using the money he 
gets from the sale of his stock or crops, is unquestionably limited by 
the amount of wealth or capital at his disposal from other sources ; 
but the amount of money or wealth which the farmer is able to pay, or 
contract to pay, as toages, is limited only by the amount of money for 
which his crops and stock will sell. When agricultural laborers are 
hired by the year, as was the universal custom in former times, and is 
now very common in the Northern counties, their wages might all be 
paid, partly by money advanced during the year, out of their em- 
ployer's pre-existing capital, and partly by money obtained by him 
from the consumers or purchasers of his corn or stock." (p. 48.) 

And in the same connection Mr. Longe distinguishes between 

" first, the wealth or capital available for the maintenance of laborers 
while employed in producing new goods or wealth, which wealth or 
capital may come either from their own resources or those of their 
employers, or be borrowed from bankers or elsewhere ; and, second, 
the amount of wealth available for the purchase of their work, which 
may consist of funds belonging to the consumer, or of funds belong- 
ing to the employer, or both, or may even be taken out of the very 
goods which the laborers produce, or their money value." 

We have said that Mr. Longe's pamphlet of 1866 received 
no notice whatever. In 1869 Mr. W. T. Thornton, well 
known as the author of two works entitled severally " Ovei*- 
population and its Remedy," and " A Plea for Peasant Pro- 
prietors," published his treatise " On Labor : its Wrongful 
Claims and Rightful Dues," in which he sharply assailed the 
wage-fund theory, without, however, any recognition of Mr. 
Longe's well-meant effort in the same direction. The Lon- 

vol. cxx. — no. 246. 7 
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don Quarterly Review has charged blame upon Mr. Thorn- 
ton for adopting without acknowledgment some of Mr. Longe's 
arguments; but the obscurity of* the pamphlet of 1866 may 
fairly be accepted in Mr. Thornton's exculpation. If more 
were needed, the decided inferiority of his treatment of the 
subject ought to procure his acquittal. Mr. Thornton confined 
himself to the points which were covered by the first and third 
propositions of Mr. Longe. Having said that a national wage- 
fund, if it exists, can " be no other than the aggregate of 
smaller similar funds possessed by the several individuals 
who compose the employing part of the nation," Mr. Thornton 
proceeds to ask the following questions respecting this sup 
posed fund in the hands of an individual employer : — 

" May he not spend more or less on his family and himself, according 
to his fancy, in the one case having more, in the other less left for 
the conduct of his business 1 And of what is left, does he or can he 
determine beforehand how much shall be laid out on buildings, how 
much on materials, how much on labor? May not his outlay on 
repairs be unexpectedly increased by fire or other accident ? Will 
not his outlay on materials vary with their dearness or cheapness, or 
with the varying demand for the finished article? And must not 
the amount available for wages vary accordingly 1 And even though 
the latter amount were exactly ascertained beforehand, even though he 
did know to a farthing how much he would be able to spend on labor, 
would he be bound to spend the utmost he could afford to spend % 
If he could get as much labor as he wanted at a cheap rate, would 
he voluntarily pay as much for it as he would be compelled to pay 
if it were dearer 1 " (p. 84.) 

" It sounds like mockery or childishness," continues Mr. Thornton, 
" to ask these questions, so obvious are the only answers that can 
possibly be given to them ; yet it is only on the assumption that 
directly opposite answers must be given, that the wages-fund can for 
one moment stand." 

It cannot fail to be observed that Mr. Thornton has, in at 
least one particular, misapprehended the theory he combats, 
which treats the ruling prices of materials as one of the ele- 
ments for determining the share of the aggregate capital 
which can be devoted to wages ; and that one other objection 
proves merely Mr. Thornton's inability (shown throughout his 
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discussion of the " Dutch Auction ") to comprehend that law 
of average which enables a corporation to insure on scientific 
grounds a thousand lives each of which is liable to casualties 
which in the individual would be the proper subjects of gam- 
bling bets only ; which enables the superintendent of police to 
predict within half a dozen,' more or less, how many persons 
will be run over in the streets of London during the opening 
year, or the Postmaster-General to compute approximately the 
number of letters in each month that will be held for want of 
adequate direction. It is true that the fund of an individual 
employer may be unexpectedly abridged by fire or flood, or 
other accident. But it is also true that, taking the body of 
employers the country over, these accidents may be assumed 
to keep substantially at an average from year to year ; and 
that this average of loss by accident is one of the elements 
which the advocate of the wage-fund theory would take as 
determining the share of existing capital which can at any 
time be devoted to the payment of wages. But after we strike 
out these objections from Mr. Thornton's list there still re- 
mains much (all, however, anticipated by Mr. Longe) which 
requires at least a careful restatement of the wage-fund 
theory. 

But whatever the originality or intrinsic merit of Mr. Thorn- 
ton's performance, the immediate effect was simply tremen- 
dous. No sportsman who had fired at a squirrel, to hear, a 
minute after, the crashing of boughs above him and to see a 
bear come tumbling out of the tree, could be more astonished 
than Mr. Thornton must have been when, promptly on the 
publication of his work, John Stuart Mill, without a reserva- 
tion and even without a parley, surrendered, through an article 
in the Fortnightly Review (May, 1869), the whole territory 
covered by the wage-fund flag, with all the materiel and prop- 
erties complete, and marched out straightway, without even 
the honors of war. 

In that memorable article Mr. Mill declared that Mr. Thorn- 
ton had deprived of all scientific foundation the doctrine so 
long taught " by all or most economists," that trade combina- 
tions cannot raise wages ; and that Mr. Thornton had shown 
that the barrier (the wage-fund) which had closed " the en- 
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trance to one of the most important provinces of economical 
and social inquiry " is but " a shadow which will vanish if we 
go boldly up to it." * 

Mr. Mill's recantation of the wage-fund theory could not fail 
to produce a powerful impression. The London Quarterly Re- 
view (July, 1871) characterized the wage-fund as " a thing 
or unthing (to borrow a German idiom) which is henceforth 
shunted fairly out of the way of future discussion of all questions 
affecting labor and labor's wages," while the reviewer rather 
broadly intimated his belief that the whole affair had been col- 
lusive between Messrs. Mill and Thornton ; the former, finding 
his position untenable under Mr. Longe's attacks, having pro- 
cured Mr. Thornton to assault it, in order that he might sur- 
render to "a selected and sympathizing friend," and not to a 
scoffer like Mr. Longe, who had mingled with his argument 
against the wage-fund not a little disrespect for Mr. Mill's 
political economy. f. 

On the other hand, the journals and reviews which have 
been long associated with the advocacy of the wage-fund the- 
ory have generally been agreed to treat Mr. Mill's surrender as 
hasty and unauthorized. This view has, during the past year, 
been strengthened by the great authority of Professor Cairnes, 
who finds the fact " perplexing," as he fails to discover that 
Mr. Mill ever taught precisely that which Mr. Thornton at- 
tacked, or which Mr. Mill himself, after that attack, formally 
recanted. J 

* Fortnightly Review, Vol. XI. p. 506. 

t "According to Mr. Mill's theory, 'capital ' appears to be a load of wealth 
consigned to the care of a blind horse and a blind driver, the safe progress of which 
is insured partly by the imperishable nature of the thing itself, and partly by the 
sense of the horse, which prevents him from carrying his load very far out of the 
right road, by stopping him as soon as he feels that he is falling into the pitfall of 
no-demand." (Refutation of the Wage-Fund Theory, p. 44.) 

} Professor Cairnes is not the only writer who has expressed the opinion that 
Mr. Mill confessed a sin which he never committed Mr. Cliffe Leslie, in his " Land 
Systems of Ireland," etc., explains (p. 41, note) that " Mr. Mill has employed the 
phrase ' aggregate wage-fund ' merely as a short term to comprise all the funds em- 
ployed in the payment of labor, whether derived from capital or income." The 
plan of having some one at hand to interpret Mr. Mill is not without its advan- 
tages ; but as Mr. Mill evidently took unusual pains to convey in this article in the 
Fortnightly his precise meaning respecting the wage-fund, we are disposed to 
regard him as, in this instance, the best judge of his own intention. 



1875.] The Wage-Fund Theory. 101 

Professor Cairnes has himself, with great pains, great de- 
liberation, and much masterly analysis, restated the theory of 
the wage-fund. He has declined to be held responsible for 
all that has been written on what he, for convenience, calls 
the orthodox side of that question ; and, in truth, sets forth a 
doctrine differing not a little from that propounded by James 
Mill in 1827, and recanted by John Mill in 1869. 

Professor Cairnes reaches the following result : Capital is 
divided between fixed capital, raw material, and wages, in 
proportions determined by the existing conditions of the 
national industry, taken in connection with " the strength of 
the effective desire of accumulation," and " the extent of the 
field for investment." (pp. 198, 199.) The wage-fund, thus 
understood, is "determinate." (pp. 213-217.) It is the sole 
source of wages. Its amount is, with an exception to be here- 
after noted, independent of the supply of labor, or the number 
of laborers who are to divide that fund among themselves. 

This long recital and these numerous quotations cannot be 
avoided if we would understand the wage-fund controversy. 
It will be seen that the present situation is somewhat chaotic. 
And since much, at the least, of the structure of the economists 
lies hopelessly broken upon the ground, it is the best possible 
time to ask whether it is worth while to attempt to repair 
the ruin ; whether any economical purpose is to be served by 
reconstructing the wage-fund. Throughout the whole course 
of the following discussion we ask to be understood to mean 
by " wages," not the amount of money received by the laboi'er, 
but, to use Mr. Malthus's definition, " the necessaries, conven- 
iences, and luxuries of life, which the money wages of the 
laborer enable him to purchase " ; what Mr. Malthus elsewhere 
summarizes as " food, clothing, lodging, and firing." 

It will have been observed that all the statements of the 
wage-fund which have been given, equally the latest, that of 
Professor Cairnes, with the earliest, that of James Mill, assume 
that wages are paid out of capital, the accumulations of past 
industry. This is, indeed, the very significance of the doctrine. 
It is because it is assumed that wages are paid out of capital, 
that it is concluded that capital, in one way or another, limits 
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the amount of wages that can be paid. But how far is it true 
that wages are paid out of capital ? 

An employer pays wages clearly, not that he may dispense a 
fund for the benefit of the working class, but to purchase labor. 
He purchases labor, not that he may keep it employed, but as 
a means to the production of wealth. He produces wealth, not 
for the sake of producing it, not that he may add thereby to 
the existing store of mankind, but with a view to a profit to 
himself individually in that production. Were he to employ 
a large number of laborers, and to create large amounts of 
wealth of which others derived the whole advantage, he would 
not, as men are, feel paid, certainly not for any considerable 
period. Doubtless there is a gratification in conferring benefits 
on the dependent, a pride in directing great operations, an en- 
thusiasm of work, a joy in creating, which make a part of the 
compensation of many employers ; but it is evident that these 
cannot be relied upon to any great extent, at least in the pres- 
ent stage of human progress, as motives to systematic and sus- 
tained efforts for the production of wealth. Individual profit 
must still be the great reason for production. And it is evi- 
dent, further, that an employer will produce, within the limit 
of the agencies at his command, all that he can produce at a 
profit to himself. Up to that point, therefore, he has occasion 
and reason to employ labor and pay wages. That is to say, 
wages bear a clear and direct relation to the product. Do they 
bear an equally clear and direct relation to capital, the aggre- 
gate of agencies by which labor is assisted in production ? 
Given a certain body of labor employed, what is it that deter- 
mines the amount which the employer can afford to pay in 
wages ? Is it the amount of capital at his command, or the 
value to be realized from that labor ? Surely there can be no 
hesitation in answering this question. If it is production 
which limits wages, what limits production ? It is consump- 
tion,* as that is anticipated in the judgment of each employer 

* What limits consumption ■? All producers are also consumers. They desire to 
produce only that they may consume. Why, then, is consumption ever less than 
the possible production % Whence the result of large numbers of workmen able 
and willing to labor, yet finding no opportunity, because consumption is checked ? 

The full answer to these questions would be a long one ; we will only indicate 
the general scope of it. It is evident that, were there no division of labor into sepa- 
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by turns and of the whole body of employers, corrected as that 
judgment continually is by the state of the market. Accord- 
ing to the estimated consumption of the immediate future, 
then, is the actual production of the present, in which labor 

rate employments, and no division of the year into seasons, the relation between 
production and consumption would be very simple. Each man working by himself, 
for himself, would limit his production by his own consumption, and direct that pro- 
duction unfailingly to that consummation. He would, barring accidents, produce 
only what he desired. He would, within the limits of his powers, produce all that 
he desired with sufficient earnestness to overcome the indisposition to effort. Pro- 
duction and consumption would thus be equalized in each man, and throughout the 
world. But it is evident that so early a cause as the division of the year into seasons 
tends at once to bring division between production and consumption. The sluggard 
who has wasted the summer, not then feeling the winter's wants, is helpless after- 
wards to produce as he has need to consume, no matter how sharply hunger stings 
him into willingness to labor. 

If now we take a long step and reach a condition of industrial civilization, we find 
great numbers producing that which they do not themselves desire to consume, but 
which they look to others to take off their hands. If we examine the catalogue of 
articles thus produced, we shall find some of them supplying wants the most imper- 
ative, others ministering to the lightest fancies, and between these extremes a host 
of products meeting desires of varying intensity. Suppose now this intricate 
organization of the producing body to have been carried to its limits by a long- 
continued period of general prosperity inducing the greatest diversity of production, 
when a disaster, industrial or financial in its origin, occurs in the community. Is 
it not evident that those who are producing the most dispensable articles will find 
consumption greatly checked, if not destroyed ? They cannot at once find a new 
place in the industrial order. They are trained to one thing only ; their tools are 
adapted to that alone. Even though they enjoyed perfect mobility industrially, it 
would require a long time to reapportion the supply of labor among a diminished 
number of industries. Hence they suffer, and in their distress have to forego the 
use of things more necessary to life than those which they had themselves been pro- 
ducing, and this in turn affects the consumption of these articles, and thus distresses 
new classes of producers, and so the mischief proceeds. Now, were men all per- 
fectly intelligent and self-possessed, the effect would be a constantly diminishing one, 
as the original loss should be distributed over an ever-widening circle of production. 
But as men are, panic enters almost at the first ; apprehension runs ahead of the evil ; 
consumption is checked far more rapidly than is necessary ; and every blow which 
production thus encounters is transmitted with effect heightened by the growing 
alarm. 

All this would be true if the industrial community were wholly composed of direct 
producers. But the introduction of " middle-men," merchants, master-manufactur- 
ers, and bankers serves prodigiously to heighten the effect. The merchant, perceiv- 
ing the actual falling off in demand, exaggerates it in his orders to the manufac- 
turer. The latter, judging of the demand only through the merchant's orders, 
and alarmed by what they show, inevitably in his turn exaggerates the evil and re- 
duces his production more than proportionally. The banker, in his turn, fearing 
for the safety of the merchant and manufacturer in these critical conditions, and 
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is assisted in its work, and more or less completely subsisted 
meanwhile by capital, the results of past labor. We have said 
that each employer will produce as much as he can produce at 
a profit. Of course he can produce at a profit no more than 
he can dispose of at a price above the cost to him of produc- 
tion. 

Is it not reasonable then to say that, in principle, wages are 
paid out of the product of industry; and that, so far as they 
are paid, in fact, before that product is harvested or marketed, 
capital merely advances the amount, to be repaid when the 
crops are gathered or the goods sold ? If this view be correct, 
is it the capital out of which wages are borrowed, or production 
out of which wages are paid, to which we should naturally look 
to find the measure of wages ? 

But how far is it true that wages are actually advanced out 
of capital ? We have said that the English economists justly 
generalized existing English conditions, when they spoke of 
wages as coming out of capital ; but they surely showed a 
strange indifference to the ordinary course of industry in every 
English colony of the time, when they took this for the normal 
state of things, and based upon it a law of wages of universal 
application. For we assert, without fear of contradiction, that 
in all new countries, excepting only gold-producing regions,* 
the wages of labor are paid in a small degree only out of cap- 
ital, the results of previous industry, but mainly out of the 
product of current industry. The history of our own country 
so amply illustrates this statement, that we need not go else- 
where for examples. From the first settlement of the Colonies 
down to the discovery of gold in California, laborers, whether 

resolved not to be himself the victim, curtails his loans and deprives both of the 
means essential to the conduct of their already embarrassed business. 

Such, rudely sketched, are the possibilities of disaster which lie in the separation 
of production from consumption, through the division of labor in industrial society. 

* By new countries we mean those to which men have gone, with the industrial 
ideas and ambitions of older communities, but with an amount of capital which, 
from the necessity of the case, is more or less inadequate to the undertakings for 
which their skill and labor qualify tbem. 

The reason for excepting regions producing the precious metals is obvious. Here 
the product is immediately available for the payment of current labor, often with- 
out even the intervention of the mint, the miner preferring to carry his wealth in 
the form of a bag of gold-dust, to being burdened with the same value of rigid coin. 
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in agriculture or in manufactures, were as a rule hired by the 
year and paid at the end of the year. Bare subsistence might 
be furnished by the employer, were that found necessary ; small 
amounts of money might be advanced " for accommodation " ; 
the laborer's tax bill or doctor's bill might be paid by the em- 
ployer ; but these payments were not to such an extent (except 
in case of protracted sickness or sudden misfortune) but that 
the employer was always in debt to his laborer, who trusted 
him with the value of his services, looking to him to realize 
enough therefrom to compensate all parties to production. 

We have before us a considerable collection of accounts taken 
from the books of farmers in different sections as late as 1851. 
These show the hands charged with advances of the most mis- 
cellaneous character. There are charges for grain and salted 
meats from the product of the previous year, for cash for minor 
personal expenses, for boot-maker's bills, grocer's bills, apothe- 
cary's bills, doctor's bills, and even town-tax bills, settled by 
the employer, for the use of teams for hauling wood for the 
laborer, or breaking up his garden in the spring. Yet in gen- 
eral the amount of such advance does not exceed one third, 
and it rarely reaches one half, of the stipulated wages of the 
year. Now it is idle to speak of wages thus paid as coming 
out of capital. At the time these contracts were made the 
wealth which was to pay these wages was not in existence. At 
the time these services were rendered, that wealth was not in 
existence. It came into existence only as the result of those 
contracts and the rendering of those services. 

Not less distinctly did this system of paying wages prevail 
in the department of manufacturing industry during the same 
period. Extensive inquiries have satisfied us that manufac- 
turers in New England did not generally leave off paying their 
workmen by the year until after 1854 or 1855. Some of the more 
successful were able to make the change to quarterly or monthly 
payments as early as 1851. Let a single instance suffice to 
show the previous order of things. A gentleman conducting 
one of the largest, oldest, and most successful manufacturing 
establishments in Massachusetts recently informed us that, 
up to the earliest of the dates mentioned, his firm paid their 
workmen yearly ; and any hand requiring an advance of wa- 
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ges on work done was charged interest at current rates to the 
end of the year. 

Now in this there was nothing unjust or ungenerous. Such 
an arrangement, by which workmen trusted their employers 
with their labor and waited to get their wages out of the 
product, was the very condition on which alone the indus- 
try could be prosecuted, on which alone employment could 
be given. Capital was scarce, because the country was com- 
paratively new; and if wages had been measured by capi- 
tal, as the wages-fund theory assumes, wages must have 
been low ; but at the same time production was large, because 
natural agents were copious and efficient, and labor was intel- 
ligent and skilful, and as it is production, not capital, which 
affords the measure of wages, wages were high ; but the work- 
men had to wait for them till the crop was harvested or the 
goods sold. And this they gladly did, and never for an 
instant suspected they were being paid out of capital ; indeed, 
they knew better, for they had seen growing under their hands 
that in which they were finally paid. 

In the Middle States the change referred to came a few 
years later than in New England ; yet by the outbreak of the 
civil war monthly or weekly payment of wages had probably 
become more general than payment by the year. Even in New 
York, however, down to the present time, agricultural laborers 
are in no small degree paid out of the proceeds of the crop, 
and not infrequently in the gi-ain itself. And when in Massa- 
chusetts and Connecticut the introduction recently of the 
tobacco culture caused an extension of agricultural operations 
beyond the traditional limits of capital in the " valley towns," 
the planters very largely returned to the primitive New Eng- 
land custom, and hired their laborers on the understanding 
that they should not claim their wages until the crop was 
harvested. 

Farther to the West and South the change to monthly and 
weekly payments has, in many sections, not yet begun. Wages 
are high, because production is large ; but capital is scant, 
because the country is young, and workmen, therefore, have to 
wait for their wages. A considerable correspondence, con- 
ducted during the past summer, with representative men south 
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of the Potomac and west of the Mississippi, has brought into 
the writer's hands evidence ample to justify the assertion that 
in these parts of our country the payment of wages out of 
capital is scarcely more common than it was in New England 
a hundred years ago. The employer advances to the laborer 
such provisions and cash as are absolutely required from time 
to time ; but the " settlement " does not take place until the 
close of the season or of the year, and the final payment is 
often deferred until the crop is not only harvested, but sold. 

Such facts as these are sufficient to remove the assumption 
that wages are universally paid out of capital. If wages are 
not paid out of capital, — and we have seen that in the pure prin- 
ciple they never are, and in fact they often are not, — it is dif- 
ficult to see how capital can furnish the universal measure of 
wages. But it may be asked, Is not production in a necessary 
proportion to capital ; and hence may not the measure of wages 
be derived from capital through its determination of the pro- 
duct ? By no means. The product bears very different ratios 
to capital at different times and in different places. The ratio 
of capital to annual product in the Eastern States is very dif- 
ferent now from what it was twenty years ago ; it is very 
different in the Eastern States from what it is in the Western 
States at the present time. It is very different in this country 
as a whole from what it is in Europe as a whole ; and it is 
probably different in every state of Europe from what it is in 
any other. 100 laborers, having the use of a capital which we 
will represent by 10, may not be able to produce near twice as 
much as 50 laborers with the same capital, or they may be able 
to produce far more than twice as much. With limited natural 
agents, the 100 may be able to produce only twice as much as 
50 with a capital of 8, or as 40 with a capital of 10. On the 
other hand, with unlimited natural agents, the 100 may, by 
the minuter subdivision of labor, and by more effective co- 
operation, px-oduce twice as much as 50 with a capital of 12, 
or as 60 with a capital of 10. And such differences ill the 
ratio between capital and annual product may be caused, not 
by the bounty of nature alone, but by the industrial aptitudes 
of the people, their intelligence, sobriety, and thrift; elements 
which the wage-fund theory peremptorily excludes from the 
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problem of the present rate of wages, making the number of 
laborers the sole divisor of a predetermined dividend. 

We have no wish to disparage the importance of the service 
rendered in production by capital, the saved results of the 
industry of the past ; but we firmly deny that it furnishes the 
measure of wages. Wages are really paid out of the product 
of current industry ; and that product bears no constant rela- 
tion to existing capital. Capital only affects wages as it first 
affects production. Wages, therefore, stand related to product * 
in the first degree, and to capital only in the second degree. 

But more and worse remains to be said against the the- 
ory of wages which we are considering. The radical, hope- 
less vice of every form of the doctrine that makes the sum 
which can at any time be paid in wages a dividend, predeter- 
mined in amount, to be divided by the number of laborers, 
whatever that may at the time be, appears in this, that the 
number of laborers is an ineliminable element in the problem,. 
What is the amount of possible wages ? 

To illustrate : let us take a body of capital supposed to be 
" destined to the payment of wages," to be represented by 10, 
and a body of laborers represented by 100. Now, according 
to the wage-fund theory, as by every statement of it which we 
have cited, except only that of Professor Cairnes, of which we 
shall speak separately, a certain average rate of wages is 
yielded by the relation between these two sums ; and if the 
number of laborers should at once be reduced one half by sick- 
ness, maiming, death, immigration, or refusal to labor, the 
50 laborers remaining would receive twice as much each ; the 
effect of reducing the divisor being to raise the quotient in 
exact proportion. Now it has only been possible that such a 
proposition should be accepted for a moment, because we are 

* We do not say that wages are according to product, in a ratio always the 
same. Postponing for the present the question, how it is that with the amount of 
capital and the number of laborers remaining constant, production may be greater at 
one time than at another, let us say that, with a production of 500, labor might re- 
ceive 400, while with a production of 600, it might receive 460, 500, or 480, accord- 
ing as the added product was due in greater degree to capital or to labor, or 
equally to both, or as the existent conditions gave or did not give advantage to one 
party or the other for exacting an undue remuneration for its contribution to the 
joint product. 
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familiar with the spectacle of the products of individual indus- 
tries, when those products are necessary to life or comfort, 
being raised sharply in price through a decrease of production, 
so that the reduced product sells at an aggregate price, not 
less, and sometimes greater, than that realized in years of 
average or maximum yield. But such a rise is at tlie expense 
of the whole body of consumers, and can only be effected 
through a scarcity in one or a few industries at a time. It is 
only possible as it is exceptional. 

But if we suppose our community of 100 laborers isolated, 
we immediately reach the result, that the aggregate amount 
of wages is affected, and affected most vitally, by the mere 
reduction in the number of laborers. If, in the case as- 
sumed, only 50 laborers were to continue at work, their pro- 
duction, measured in the unit of quantity appropriate to the 
industry, be it bushels or pounds or yards, would certainly be 
much less than the production of the whole number, which 
we will call 500. It might be 240 or 230. It might be 260 
or 270. That would depend upon the conditions under which 
the industry of the community was prosecuted, especially on 
the degree in which natural agents were available. 

Here we see the utter inconsequence of such propositions 
as those which Mr. James Mill enunciated : " Other things 
remaining the same, .... if the ratio which capital bears 
to population increases, wages will rise ; if the ratio which 
population bears to capital increases, wages will fall." (Pol. 
Econ., p. 44.) Other things do not and cannot remain the 
same, when population (which Mr. Mill has taken as measur- 
ing the supply of labor) increases or decreases. Production, 
that one essential thing, changes at once, and of course. 
With less labor, production will be smaller ; and as it is out 
of the product that the employer must look to pay the wages 
he may promise, or to reimburse himself for wages he may 
advance, if production diminishes, the amount destined to the 
payment of wages must diminish with it. 

So far is it from being true that, capital remaining the same, 
an increase of population implies a decrease of wages, the 
effect may be exactly the reverse ; and Americans have seen 
the process going on over large sections of country for long 



110 The Wage-Fund Theory. [Jan. 

periods of time. Let us take a county in Iowa, planted with 
1,000 persons, representing a laboring force of 250. That 
population is not able to occupy and cultivate all the breadth 
of good soils in the county. The county is so remote from 
other settlements, that the inhabitants live substantially within 
themselves, exchanging with outside communities only an 
inconsiderable part of their annual production. Being a young 
community, they feel the need of additional capital, of course, 
but they feel the need of additional laborers still more strongly. 
They know that a new-comer does not take anything from 
them, but that he adds to what they have, in that, besides 
winning his own subsistence, he is able to take hold with them 
in many a piece of work where they are at present crippled for 
want of help. It does not need to be proved that two men 
working together often do more than twice as much as one, 
six men more than three times as much as two. It is this 
insight into the conditions of production that gives motive to 
the exertions put forth by almost every Western and Southern 
State, and almost every Western and Southern county, to 
attract immigration. Capital they want, and they would much 
prefer immigrants with capital ; but they want immigrants 
anyhow. These communities are not acting foolishly. They 
are not calling in additional laborers to divide with them a 
pre-determined product. They know perfectly well that the 
product will increase as the producers increase, and that, in 
their situation, the product will increase faster than the pro- 
ducers ; and therefore that each producer may have more, and 
not less, by reason of the arrival of immigrants. 

Now let us return to our county in Iowa. Let it be sup- 
posed that just at ploughing-time there arrives an expected 
party of 50 Swedish laborers. To make the case as simple as 
possible, we will assume them to be men without families and 
with no property except their clothes, which for decency's sake, 
if not for logic's, may be allowed them. The 250 laborers 
already in the county shall be distributed equally among 50 
farms, to be re-enforced, on the arrival from Sweden, by one 
laborer on each farm. The tools and implements may be 
assumed to be already provided in sufficiency, for a farmer 
with five laborers will naturally have as many tools or very 
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nearly so many as a farmer with six laborers. The new-comers 
can easily be supplied with food out of the existing store of the 
county, for they constitute an addition of but one twentieth to 
the previous population. The families may live a little closer 
for a time, or the reserve against accidents may be ample to 
give all enough. Here, then, is no increase of capital, but a 
decided increase of labor. Yet there will be no reduction of 
wages in consequence, but rather an advance, because it is 
production, and not capital (except as that affects production), 
which determines wages. The new man on each farm is a 
valued re-enforcement. He takes hold, now with one and now 
with another ; and every time the two do more than twice the 
work of one. The production is greater, the proportion of 
product to the number of laborers is greater, and there is no 
reason in the nature of the case, though there may be much 
in human laws or institutions, to prevent each laborer from 
obtaining his share of the larger product, in the form of higher 
wages. 

Now this is not a merely possible case. Substantially this 
has been going on within almost every inhabited area upon 
this continent and in Australia since the first European set- 
tlements ; and it is going on to-day, over more restricted areas, 
it is true, and in a lower degree, upon the older continents. 
In the United States this increase in the share of each 
laborer, through increase in the number of laborers above all 
increase of wages which has been due simply to increase of 
capital, has been rapid and most unmistakable. Laborers 
have come to us from every part of the world, and constantly 
has the existing body of laborers been benefited by the acces- 
sions. Some of these laborers have brought with them small 
amounts of capital, and have been all the more welcome on 
that account. But, however they have come, were it with but 
a bundle on a stick, there has been room and work enough for 
all. Labor has had its periods of distress ; but these have 
been due to the interference of government with industry, to 
false currencies, to extravagant speculation, or to other causes, 
but not to any real excess of labor. 

But let us turn again to our county of Iowa, and trace its 
industrial history some steps further. In the year we have taken 
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for the supposed immigration the yield of the county is larger 
than before, by reason of the arrival of the fifty additional 
laborers in the ploughing-season, the increase of product being 
more than proportional to the increase of the number of 
laborers, while the increased consumption for subsistence is 
less than proportional, as the new-comers were taken as men 
without families. At the beginning of the next season, there- 
fore, a new rate of wages will, according to the wage-fund 
theory, have been determined by existing conditions for that 
season, the relations between capital and population being, it is 
assumed, constantly readjusted to meet all changes of condi- 
tion, except increase of population, or of labor. The county has, 
therefore, a larger store of food, an ampler margin of subsist- 
ence, and is able to secure more and better tools and machinery. 
But just as the season is opening another body of unprovided 
Swedes, this time one hundred in number, arrive in the county. 
Now it will be borne in mind that, by the wage-fund theory, if 
these one hundred laborers had stayed away, the three hundred 
who were there before them would have divided the whole pos- 
sible amount of wages among themselves, and the increase of the 
divisor one third through the arrival of these immigrants must 
therefore reduce the quotient — the average wages — one fourth. 
Yet if we have rightly apprehended the conditions of industry in 
that county, the four hundred laborers will be able, that year and 
every succeeding year, to earn more apiece than the three hun- 
dred had earned or would be able to earn. And a correspond- 
ing effect might be produced by many subsequent accessions. 

Undoubtedly the time might come, in the progressive set- 
tlement of the county, when additional laborers, without tools 
or means of purchasing subsistence, would become a burden, 
and their competition would tend to lower wages. Yet. 
it might still hold good of many subsequent accessions of 
labor, that, with no more than a proportional accession of 
capital, the aggregate production would be more than pro- 
portionally increased, the new-comers uniting with the resident 
laborers to undertake enterprises of prime importance to the 
industry of the county (take, for illustration, a system of 
drainage or of irrigation), for which the previously existing 
body of labor was inadequate. This result, again, is in defiance 
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of Mr. James Mill's propositions, which assert that a propor- 
tional increase of labor and capital will keep wages stationary. 

But if we suppose these annual accessions by immigration 
to continue until the county is fully settled, the eligible land 
all taken up, and the first course of simple improvements 
made, we may then expect to see new accessions bring down 
the wages of labor, not because there is a greater number 
to divide among them a predetermined dividend, but because 
the annual product is not increased proportionally to the in- 
crease of labor. Nature fails to respond to fresh applications 
with its former generosity. Under this condition, five men 
now produce, as they always must produce, more than four, 
but not one fourth as much more. The five must, therefore, 
submit to receive each less than the four had received, that is, 
the wages of labor must fall. They fall because production 
has sustained a check, through the limitations of natural 
agents. 

But this process of reduction in wages may, and generally 
will, proceed slowly, first, because for a long time the labor of 
the new-comer, while it will not be quite as productive as was 
that of the community upon the average previous to his arrival, 
will yet not fall far short of it, nature giving long warning against 
an undue increase of population, and having great patience with 
men ; and, secondly, because the limits of production are 
being constantly pushed backward by the discovery of new re- 
sources, by increased economy of labor, by improvements of 
method, by the application of distinctly new arts, by the in- 
vention of machinery, and by the utilization of waste. But 
through all these the tendency now is to " diminishing re- 
turns," and hence to lower wages. 

Under these conditions, then, is the wage-fund theory true ? 
We answer with confidence that this theory can never be true, 
for it excludes altogether the contribution which the new- 
comer, the additional laborer, makes to the production of the 
community in which he is so unwelcome an arrival. The 
wage-fund doctrine regards him as a pure addition to the 
divisor, without recognizing the fact that his labor must also 
add something to the dividend. He no longer contributes 
more, far more to production than the cost of his own sub- 

yol. cxx. — no. 246. 8 
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sistence, as in an advancing state of industry, before natural 
agents are fully occupied and employed. He no longer con- 
tributes as much as he requires. But he still contributes 
something, and that something, however small it may be, 
helps to swell the amount that can be paid in wages. It is 
simply inconceivable that the earth should ever be so crowded 
with population that another able-bodied workman could add 
positively nothing in production. We are not called upon 
to contemplate a state of things when a laborer, by merely 
occupying some square inches of ground with his two feet, 
and casting a shadow of a length varying from sunrise to 
noon and from noon to sunset, will do more of mischief than 
he can, with the utmost exertions of all his powers, do of 
good. 

Professor Cairnes, alone of all the economists who have been 
quoted, admits " the supply of labor " as " to some extent " 
an element in the determination of the wage-fund itself, 
though he says it is a mistake to regard this as having, " under 
any circumstances, more than a subordinate and modifying 
influence in the case." He adds that " the point is one of 
theoretic rather than of practical importance." (p. 204.) We 
do not believe that any one of our readers, who bears in mind 
the illustrations adduced from the industrial experience of the 
United States, will agree with Professor Cairnes in regarding 
the supply of labor as of little effect in determining the amount 
of possible wages. 

But when we come to inquire in what direction Professor 
Cairnes would allow " the supply of labor " to operate in 
influencing the wage-fund, we find him curiously wrong. 
He makes no account of the increase of the wage-fund through 
increased production resulting from an increase of labor. On 
the contrary, the wage-fund (the aggregate of wages, let it bo 
observed, not the average rate of wages) is, according to this 
writer, diminished by an increase of labor. 

He says (p. 203), " It appears that, other things being the 
same, a rise in the current rate of wages issues in an expan- 
sion of the wages-fund ; and, contrariwise, a fall in the current 
rate in its contraction. But the rate of wages, other things 
being the same, varying inversely with the supply of labor, 
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this is equivalent to saying that the wages-fund expands as the 
supply of labor contracts, and contracts as the supply of labor 
expands" Again he speaks of " the fund undergoing diminu- 
tion as the number of those who are to share it is increased ; 
or, on the other hand, expanding as the sharers become 
fewer." It cannot be necessary to say that these propositions 
are wholly erroneous. Their utterance can only be explained 
by the supposition that Professor Cairnes had in mind some 
one industry, producing articles of prime importance to a 
large body of consumers. In such an industry it might result, 
from a sudden decrease in the supply of labor, that the re- 
maining laborers would be able to exact from their employers, 
for a time, wages more than proportionally higher, so that 
not only would each laborer receive more, but a- greater abso- 
lute amount of wages would be paid in that industry than 
before, the employers indemnifying themselves at the expense 
of the general body of consumers. But, surely, from such a 
possible or actual instance, Professor Cairnes should have 
hesitated long before he deduced, as a general law of wages, 
such an astonishing proposition as that an increase of labor 
must be followed by a decrease, not merely in the average 
rate, but in the aggregate amount of wages that can be paid. 
In truth, such an instance proves nothing of the sort. Any- 
thing like a permanent rise of wages in any industry, under a 
diminution in the supply of labor, is only possible on condition 
that the same cause is not operating generally in other indus- 
tries. If we suppose labor to be scant in all industries at the 
same time, the result of a diminished product cannot fail to 
be reduced wages. By " wages " we mean here, as at every 
other point in this discussion, the real remuneration of labor, 
expressed in " the necessaries, comforts, and luxuries of life." 

We have shown that, instead of the sum of possible wages 
being fixed without reference to the supply of labor, the num- 
ber of laborers is a prime element in determining the amount 
that can at any time be paid in wages. It is not, however, the 
number of laborers alone, but also the efficiency of labor, that 
enters to fix the sum of possible wages. Every increase of 
productive power, through the invention of machinery and the 
improvement of processes, becomes a sufficient economical 
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reason for an immediate advance of real wages. The doctrine 
under discussion concedes that such inventions and improve- 
ments will become the reason for an advance in a more or less 
distant future. But if the views here presented are correct, 
that advance becomes " from the word, go " both possible and 
economically just, aud will take place unless other causes enter 
to rob labor of its fair share in the general gain of mankind. 

Let us discuss this point with especial reference to the state- 
ment of Professor Vethake. We will take a community hav- 
ing a capital represented by 100,000, a population represented 
by 1,000, and an annual product represented by 10,000, of 
which labor receives 7,000. Let it be supposed that the pro- 
ductive power of this community is increased at once 10 per 
cent by improvements in tools, implements, and machinery 
through all the departments of its industry. The new machin- 
ery is brought into use. The capital of the community has 
not been thereby increased ; on the contrary, all such inven- 
tions involve a temporary diminution of capital. The old 
machinery becomes useless, while a portion of the previously 
circulating capital has to be taken for the new. The capital, 
whether we consider the aggregate capital or circulating capi- 
tal only, being certainly no larger, wages cannot at present, 
Professor Vethake declares, be increased, although the produc- 
tive power of the community is greater, by 10 per cent, from 
the moment the new machinery begins to move. The product 
is now 11,000 ; but as capital is now something less than 
100,000, wages must even be something less than before. The 
additional 1,000 of product will therefore go to the share of 
capital, although there is less capital than before. And it is 
only as the capitalists, in their uncontrolled discretion, decide 
to save this addition to their income, or a portion of it, for 
future reproductive investment, instead of spending it upon 
their own pleasures, that capital will be increased, and, with 
that increase, increase of wages be realized. 

Now we hold that the moment the aggregate product of 
labor and capital is increased by inventions, which are a clear 
gain of power for the benefit of all,* that moment a sufficient 

* We omit, purposely, all consideration of the limited monopoly of inventions 
created by law for the encouragement of ingenuity. It has never been asserted 
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economical reason exists for an advance of wages in some 
degree corresponding. In the case supposed, the share of the 
laborers in the 1,000 gained might be found to be 700, or it 
might be but 690, or it might rise to 710. 

Even more clear is the economical right of the working 
classes to an advance of wages corresponding to any and every 
increase in their own efficiency as laborers, through improve- 
ment in intelligence, sobriety, and diligence. According to 
the wage-fund theory, as it is stated by each one in turn of the 
writers we have quoted, given a certain time and place, with 
a predetermined wage-fund and a certain number of laborers, 
present wages are fixed by those two elements, whether that 
body of laborers be drunken, ignorant, wasteful, and indolent, 
or possessed of all the economical virtues. Ultimately, it is 
held, the former state of things would reduce capital, and. 
hence reduce wages ; but in the exact present, the rate of 
wages is fixed by the ratio between the predetermined wage- 
fund and the number of laborers applying for employment, 
and employers can and will pay the rate so fixed. On the 
contrary, is it not true that the present economical quality of 
the laborers as a whole is an element in ascertaining the 
aggregate amount that can now be paid in wages ; that as 
wages are to be paid out of the product, and as the product 
will be greater or less by reason of the workman's sobriety, 
industry, and intelligence, or his want of these qualities, so 
wages may and should be higher or lower accordingly ? If this 
view be correct, the advance in wages (in real wages, let it be 
observed, not necessarily in money wages) should follow the 
improvement in efficiency without a perceptible interval. Just 
so soon and just so fast as the working classes attain the 
economical virtues, the product of their labor is increased, and 
not only are they entitled, on grounds of abstract justice, to 
receive a. larger share of such an increase, than of one effected 
by inventions in machinery or improvements in processes (in 
the former case the gain being all of their own making), but, 
for clear economical reasons, they will be likely to receive a 

that inventors were entitled to receive the whole of the gain effected in production 
by their discoveries ; and in general they realize so small a part of the real addition 
to the productive power of the race, that we may leave their royalties out of account. 
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larger share of it, since the very industrial qualities which 
render them better workmen will give them an advantage in 
competition with their employers.* 

Illustrations of the principles controlling wages, which have 
been here presented, offer themselves on every hand, but we 
refrain. One consideration only yet requires to be noted. If 
there be no wage-fund, in something like the sense in which 
that term was employed by the writers we have cited, the term 
itself should be abandoned. There has recently appeared a 
disposition on the part of some to use it, explaining that it is 
intended to express only the sum of wages actually paid.f 
We cannot but deem this highly objectionable. So widely is 
the term wage-fund or wages-fund employed throughout nearly 
the whole body of politico-economical literature, so distinct and 
strong is its traditional significance, that it will be impossible for 
the present generation of economists to use it in a now sense 
without misleading their readers, and, more or less, themselves, 
through the tendency of the mind ever to slip back, in the se- 
verest and most sustained reasoning, to the familiar and habit- 
ual meanings of words. Political economy has terms enough 
in respect to which popular usage is at variance with arbitrary 
definition. This term, since it cannot be disinfected, were 
well buried. It cannot be claimed that it has any appropri- 
ateness to its new office, even apart from the unfortunate pre- 
possession which has been indicated. For the very reasons 
which made it answer so well the purposes of those who in- 

* The view here taken of the relation of the laborer's efficiency to his wages sub- 
stantially coincides with that presented by Mr. Stanley Jevons, in his Theory of 
Political Economy, pp. 256-262, and by Professor Hearn of Melbourne, in his 
Plutology. Mr. Jevons styles his own views " somewhat heretical." Mr. J. L. 
Shadwell, writing in the " Independent Section " of the Westminster Review 
(January, 1872), advances "the efficiency of labor" as one great cause for the 
variations of wages, wholly independent of increase of population or of capital. 

t Professor Cairnes has not been fortunate in putting this view of the wage- 
fund. The following is the first of three propositions, which he gives as containing 
no " matter which can properly be regarded as open to dispute " (p. 186) : — 

" Wages-fund is a general term, used in the absence of any other more familiar> 
to express the aggregate of all wages at any given time in possession of the labor- 
ing population." That is to say, the capital devoted to the payment of wages only 
becomes a. fund when it is distributed among its recipients ! Formerly this fund was 
supposed to be in the keeping of the employing class ; now, it seems, it is in the 
possession of the employed class. 
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vented it to express the conception of a body of capital pre- 
determined at once as to amount and direction, it is wholly 
unsuited to the now .proposed use. Few words in our lan- 
guage have a more precise significance than the word " fund." 
Whenever it is used, the mass of readers will always under- 
stand that it expresses something which, first, already exists ; 
second, is definite in extent ; and, third, is dedicated to a spe- 
cific use. Such is the wage-fund of McCulloch, Mill, and Faw- 
cett. But to express a mass of wealth derived indifferently 
from capital and from income, and uncertain both as to amount 
and direction until it has actually been distributed among the 
intended recipients, the word surely is the least appropriate, 
the most misleading, that could be chosen from our vocabulary. 

Francis A. "Walker. 



Art. V. — An Episode in Municipal Government. 

II. THE REIGN OP THE RING. 

In the last number of this Review * a sketch was attempted 
of the characters of those who composed the famous Ring, 
which in the closing days of the year 1868 had so far suc- 
ceeded in its designs as to place one of its agents at the 
head of the executive department of the State, and another at 
the head of the executive department of the city of New York. 
Early in the year 1869 John T. Hoffman was inaugurated Gov- 
ernor at Albany, and at the same time A. Oakey Hall ascended 
the steps of the City Hall, the successor of Hoffman in the office 
of Mayor. The municipal new year was ushered in quietly 
and without any demonstration, or, as the Ring organ, the 
" Leader," more happily expressed it, the Mayor " glided grace- 
fully and modestly into his new post of honor " ; and thereupon, 
the same high authority further proceeded to state that " the 
machinery of local government is in excellent working order ; 
every office is being filled with capable men." The Board of 

* No. CCXLV., October, 1874, pp. 359 - 408. 



